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SUMMARY  OF  RECOMMENDATIONS 


Confer  with  the  state  controller  and  establish  a  general 

ledger  on  a  fund  basis  and  prepare  annual  financial  statements, 
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Establish  special  journals  for  recurring  entries  and  utilize 

general  journal  for  infrequent  entries.  6 

Separate  cash  receipts  and  record-keeping  functions.  6 

Utilize  restrictive  endorsement  stamp  promptly  on  receipt 

of  checks.  7 

Establish  general  ledger  control  accounts  for  contingent 

revolving  fund.  7 

Take  physical  inventory  of  fixed  assets,  establish  a  value  for 
each  item,  establish  general  ledger  control  accounts  and 
subsidiary  ledger  for  fixed  assets,  record  future  transactions 
on  a  current  basis,  and  include  a  statement  of  changes  in 
fixed  assets  with  the  annual  financial  statements.  9 

Record  interfund  loan  balance  in  applicable  funds.  10 

Consider  requesting  elimination  of  Revolving  Fund  account.  11 

Request  detailed  statement  of  aviation  fuel  tax  collections 

and  accumulate  data  for  analysis  and  planning.  12 

Deposit  federal  grants  to  the  appropriate  fund.  13 

The  state  controller  prescribe  procedures  relating  to  the 

expenditure  of  state  funds  pending  federal  reimbursement.  14 

Establish  general  ledger  control  accounts  for  loans  receivable 

and  maintain  in  agreement  with  subsidiary  records.  14 

Record  grant  loans  for  general  aviation  utility  airports  in 

general  ledger  and  subsidiary  ledger.  16 

Maintain  permanent  record  of  all  grants  made  by  the  commission.         16 

Record  in  writing  justification  and  authorization  for  payment 

for  state  airport  management  services  beyond  contract  limitations.     17 
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Require  filing  of  financial  statements  from  lessees  when 
rental  payments  are  based  upon  operations,  reserve  the 
right  in  lease  agreements  to  audit  lessees'  records, 
and  periodically  audit  lessees'  records.  18 

Record  restaurant  equipment  in  fixed  asset  records.  19 

Reevaluate  statutes,  regulations,  and  procedures  relating  to 
regulation,  licensing,  and  enforcement  program  or  propose 
required  legislation  to  enable  the  commission  to  properly 
perform  its  regulatory  duties.  21 

Maintain  records  of  gasoline  and  oil  used  by  each  aircraft, 
adjust  current  billing  rates  to  make  them  commensurate 
with  actual  costs,  and  periodically  adjust  the  billing 
rates  in  the  future  to  keep  them  commensurate  with  costs.  22 

The  Governor's  Office  include  in  future  appropriation  requests 
sufficient  funds  to  pay  for  air  transportation  furnished 
that  office  by  the  commission  and  reimburse  the  commission 
for  such  costs  in  the  future.  23 

Review  existing  aeronautical  laws  for  obsolescence,  request 
legislation  to  update  the  statutes,  and  establish  a  program 
for  review  of  aeronautical  laws  on  a  regular  and  continuing 
basis.  24 
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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  examined  the  balance  sheets  of  the  various  funds  of  the 
Montana  Aeronautics  Commission  as  of  June  30,  1969,  and  the  related 
statements  of  operations,  as  set  forth  in  the  table  of  contents  in  this 
report,  for  the  fiscal  year  then  ended.   Our  examination  was  made  in 
accordance  with  generally  accepted  auditing  standards  and  accordingly 
included  such  tests  of  the  accounting  records  and  such  other  auditing 
procedures  as  we  considered  necessary  in  the  circumstances. 

The  financial  statements  have  been  prepared  on  the  cash  basis  of 
accounting  and  do  not  show  financial  position  or  operating  results  as 
do  statements  prepared  on  the  modified  accrual  basis  in  accordance  with 
generally  accepted  accounting  principles  applicable  to  governmental  units. 

Unrecorded  and  not  reported  on  the  accompanying  financial  statements 
are  assets  consisting  of:   loans  receivable  $1,234,574;  interfund  receiv- 
ables $39,000;  and  general  fixed  assets  in  excess  of  $1,900,000.   More 
descriptive  comments  as  to  the  nature  of  these  amounts  appear  in  the 
comments  section  of  this  report. 

Because  of  the  materiality  of  the  amounts  described  in  the  preceding 
paragraphs  and  as  outlined  in  the  comments  section  of  this  report,  in  our 
opinion  the  accompanying  financial  statements  do  not  present  fairly  the 
financial  position  of  the  Montana  Aeronautics  Commission  as  of  June  30, 
1969,  and  the  results  of  its  operations  for  the  year  then  ended,  in  con- 

-1- 


formity  with  generally  accepted  accounting  principles  applied  on  a  basis 
consistent  with  that  of  the  preceding  year. 

We  submit  the  financial  statements  listed  in  the  preceding  table  of 
contents  together  with  the  following  comments. 
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COMMENTS 
GENERAL 

The  Montana  Aeronautics  Commission  was  created  by  the  State  Aero- 
nautical Regulatory  Act  of  1945,  and  it  currently  operates  under  the 
statutory  provisions  of  Title  I,  R.C.M.  1947.   Commission  members  are 
appointed  by  the  governor  for  four-year  terms  and  must  be  selected  from 
each  of  the  following  organizations  or  industries: 

(1)  Montana  Pilots  Association 

(2)  Montanans,  Incorporated  (Montana  Chamber  of  Commerce) 

(3)  League  of  Cities  and  Towns 

(4)  County  Commissioners'  Association 

(5)  Aviation  Education  in  Montana 

(6)  Interstate  Commercial  Airline  Operator 

(7)  Fixed  Base  Operator  in  Montana 

The  commission  is  charged  with  the  general  supervision  over  aero- 
nautics within  the  state.   It  is  empowered  and  directed  to  encourage, 
foster,  and  assist  in  the  development  of  aeronautics  in  Montana  and  to 
encourage  the  establishment  of  airports  and  other  air  navigation  facilities. 
The  commission  carries  out  its  responsibilities  through  the  implementation 
of  several  programs  discussed  in  specific  comments  later  in  this  report. 

The  operations  of  the  commission  are  financed  primarily  by  aviation 
activities  through  a  one  cent  per  gallon  license  tax  on  refiners  and  im- 
porters of  aviation  fuels  and  the  registration  fees  for  pilots  and  aircraft. 

The  commission's  offices  are  centralized  in  Helena  in  commission-owned 
facilities  at  the  Helena  airport.   The  commission  has  13  state  airports  in 
Montana,  of  which  the  largest  in  terms  of  investment,  revenue  realized,  and 
use  is  located  at  West  Yellowstone. 
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ACCOUNTING  SYSTEM 

General  Ledger  and  Financial  Statements 

The  commission  maintains  a  general  ledger  for  its  operations  on  a 
combined  fund  basis.   The  general  ledger  accounts  used,  however,  are  not 
sufficient  to  determine  the  financial  position  of  the  commission's  funds. 
Various  assets  and  liabilities  of  material  amounts  are  not  recorded  in  the 
commission's  general  ledger  accounts.   These  are  discussed  further  in  this 
report  under  the  appropriate  subject  matter. 

The  diverse  nature  of  governmental  operations  and  the  necessity  of 
determining  legal  compliance  preclude  a  single  set  of  accounts  for  recording 
the  financial  transactions  of  a  governmental  unit  operating  out  of  more  than 
one  fund.   Instead,  the  accounts  must  be  organized  on  the  basis  of  funds,  each 
of  which  is  completely  independent  of  any  other.   Each  fund  must  be  so  accounted 
for  that  the  identity  of  its  resources,  obligations,  revenues,  expenditures, 
and  fund  equities  is  maintained.   These  purposes  are  accomplished  by  providing 
a  complete  self-balancing  set  of  accounts  for  each  fund  which  show  its  assets, 
liabilities,  reserves,  fund  balances,  revenues,  and  expenditures.   The  financial 
statements  and  schedules  should  be  prepared  directly  from  the  accounts  and  should 
include,  for  adequate  reporting  of  governmental  finances,  balance  sheets,  operating 
statements,  and  final  budget  reports  on  a  fund  basis. 

The  Montana  Aeronautics  Commission  did  not  prepare  financial  statements 
as  of  June  30,  1969.   A  combined  funds  trial  balance  was  obtained  from  the 
commission's  general  ledger  and  we  have  constructed  for  this  report,  from  such  trial 
balance,  financial  statements  on  an  individual  fund  basis. 

Each  state  agency  is  required  by  law  (Section  59-701,  R.C.M.  1947)  to  submit 
annual  financial  statements  to  the  state  controller.   Financial  statements  are 


-4- 


basic  to  show  the  results  of  each  agency's  operations  and  its  financial  position 
at  yearend.   The  state  controller  is  presently  in  the  process  of  establishing 
the  bases  for  the  content,  format,  and  instructions  for  the  preparation  of 
financial  statements  by  state  agencies  in  the  future. 

RECOMMENDATION 

We  recommend  that   the  commission  confer  with  the  state  controller  and 
establish  a  general    ledger  and  system  of  accounts  on  a  fund  basis 
and  prepare  its  required  annual  financial  statements  on  a  fund 
basis  in  accordance  with  generally  accepted  governmental  accounting 
principles. 

Books  of  Original  Entry 

Books  of  original  entry  usually  consist  of  a  general  journal  and  special 
journals  designed  to  provide  separate  chronological  records  of  repetitive  types 
of  transactions.   The  general  journal  should  be  used  basically  for  recording 
adjusting  entries  and  other  transactions  occurring  too  infrequently  to  justify 
establishing  a  special  journal.   The  commission  maintains  two  special  journals, 
e.g.,  cash  receipts  and  cash  disbursements  journals,  and  a  general  journal 
utilized  mostly  for  opening  and  closing  entries. 

We  believe  that  the  commission's  bookkeeping  system  would  be  greatly 
simplified  if  separate  special  journals  were  established  in  which  similar 
recurring  entries  could  be  made,  and  if  the  general  journal  were  utilized  for 
recording  adjusting,  closing,  and  all  other  infrequent  entries. 


RECOMMENDATION 

We  recommend  that   the  commission  establish  special  journals  for  the 
recording  of  similar  recurring  entries  and  utilize  the  general 
journal  for  recording  adjusting ,    closing,    and  all  other  infrequent 
entries. 

CASH  PROCEDURES 

The  commission's  control  over  cash  receipts  should  be  improved.   A  good 
control  feature  of  the  commission's  procedures  is  that  cash  receipts  are 
prelisted  by  the  mail  clerk.   However,  the  prelisting  and  cash  and  unendorsed 
checks  are  then  given  to  the  commission's  bookkeeper  who  records  the  receipts, 
endorses  the  checks,  and  prepares  the  deposit.   The  endorsement  used  is  not 
a  restrictive  endorsement,  i.e.,  it  does  not  restrict  the  negotiation  of  the 
check  to  the  deposit  of  the  state's  account. 

Good  internal  control  principles  provide  for  the  separation  of  the  cash 
handling  and  record-keeping  functions  of  an  organization.   Wherever  one  person 
has  access  to  both  cash  receipts  and  bookkeeping  records,  the  chances  of  un- 
detected misappropriation  of  funds  is  greatly  enhanced.   We  believe  that  the 
commission  has  adequate  personnel  to  accomplish  such  separation  of  duties  and 
that  because  of  the  material  amount  of  receipts  handled  by  the  staff,  it  is 
very  important  to  have  a  good  system  of  internal  control  over  cash  receipts. 

RECOMMENDATION 

We  recommend  that  the  commission: 

I.      Separate   the  cash  receipts  function  from  the  record-Keeping 
function  by  reassigning  the  duties  of  depositing  receipts 
to  someone  other  than  the  bookkeeper  or  provide  a  duplicate 
copy  of  the  prelisting  to  the  assistant  director  for  comparison 

on  a  test  basis  with  deposit  slips. 
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2.      Utilize  a  restrictive  endorsement  stamp  on  all   checks  as 
soon  as  practical  after  their  receipt. 

CONTINGENT  REVOLVING  FUND 

The  commission  has  a  contingent  revolving  fund  in  the  amount  of  $50  which 
is  used  mostly  for  postage.   The  fund  is  not  recorded  in  the  commission's 
general  ledger  and  accordingly,  is  not  adequately  accounted  for.   Although 
the  amount  of  the  fund  is  relatively  small,  it  is  an  asset  of  the  commission 
and  should  be  accounted  for  in  the  commission's  general  ledger. 

RECOMMENDATION 

We  recommend  that  the  commission  establish  general   ledger  accounts 
for  its  contingent  revolving  fund. 

GENERAL  FIXED  ASSETS 

The  Balance  Sheet,  Exhibit  A,  does  not  include  the  general  fixed  assets 
of  the  Montana  Aeronautics  Commission  as  of  June  30,  1969,  because  the  com- 
mission's general  ledger  does  not  include  control  accounts  for  fixed  assets 
and  the  informal  records  maintained  are  incomplete.   The  only  summary  record 
of  fixed  assets  kept  by  the  commission  is  an  informal  notebook  entitled  "Inventory 
Book"  in  which  inventory  items  are  accumulated  into  several  classifications. 
We  noted  numerous  substantial  fixed  asset  items,  which  are  not  included  in  the 
"Inventory  Book"  and  the  lack  of  records  made  it  unfeasible  to  readily  determine 
the  extent  of  fixed  assets  which  were  not  recorded. 

Some  items  that  were  not  recorded  in  the  general  ledger  or  in  the  "Inventory 
Book"  are  as  follows. 


-7- 


1.  State  Airports  -  Costs  of  buildings,  runways,  and  other  airport 
fixtures  amounting  to  $1,622,555.   In  addition,  no  land  values  are  included 
in  this  amount  where  another  governmental  agency  has  granted  the  land  to  the 
commission  for  the  airport.   Generally  accepted  governmental  accounting 
principles  provide  that  such  lands  be  recorded  as  a  donated  asset  at  the 
fair  market  value  at  the  date  the  land  was  donated.   For  instance,  in  the 
above  figure  is  the  West  Yellowstone  state  airport  building,  runways  and 
other  airport  fixtures  amounting  to  $1,362,673,  however,  the  land  on  which 
such  improvements  are  made  is  not  included  because  it  was  received  for  use 
as  an  airport  as  a  grant  by  the  U.  S.  Department  of  Agriculture. 

2.  General  Aviation  Utility  Airports  -  Costs  of  construction  of  such 
airports  which  will  eventually  become  grants  to  the  county  or  airport  board 
that  sponsored  the  airport,  amounting  to  $279,996  are  not  recorded  in  the 
commission's  general  ledger  or  in  the  "inventory  book."   This  is  more  fully 
discussed  further  in  this  report. 

Since  fixed  assets  represent  a  substantial  item  to  the  commission  due 
to  the  various  expensive  equipment  items  such  as  aircraft,  we  believe  it  is 
particularly  important  for  the  commission  to  have  a  sound  system  for  recording 
and  controlling  its  fixed  assets. 

In  March  1970,  the  State  Department  of  Administration  published  in  its 
Management  Memorandum  No.  70-10  instructions  to  state  agencies  for  accounting 
for  fixed  assets.   Implementation  of  these  directives  and  our  recommendations 
should  establish  the  basis  for  accurate  accounting  of  the  commission's  fixed 
assets . 


RECOMMENDATION 

We  recommend  that   the  commission: 

1.  Take  a  complete  physical  inventory  of  its  fixed  assets  utilizing 
identification  numbers  for  all  equipment  items  where  practical. 

2.  Establish  a  value    (cost,   if  possible)  for  each  fixed  asset  item. 

3.  Establish  a  subsidiary   ledger  in  which  each  fixed  asset  is  recorded. 

4.  Establish  general  ledger  control  accounts  for  fixed  assets  as  a 
separate  self -balancing  set  of  accounts  with  offsetting  reserve 
accounts   identifying   the  assets  by  source  of  financing. 

5.  Record  future  additions  and  deletions   to  fixed  assets  on  a 
current  basis. 

6.  Include  a  statement  of  changes  in  fixed  assets  with  the  annual 
financial  statements. 

INTERFUND  RECEIVABLES  AND  PAYABLES 

In  November  1967,  the  commission  transferred  $50,000  as  a  loan  from  its 
Revolving  Fund  account  for  operation  of  state  airports  to  its  Earmarked  Revenue 
Fund  account  for  general  support  of  the  commission  and  state  airport  construction, 
maintenance,  and  repair.   In  a  letter  to  the  state  controller,  the  commission's 
director  stated  "...  this  request  becomes  necessary  due  to  the  greater-than- 
ordinary  need  for  encumbrance  against  future  expenditures  out  of  the  Earmarked 
Revenue  Fund  caused  among  other  things  by  the  recent  necessity  to  pay  off  our 
contractor  on  the  Yellowstone  Airport  job  prior  to  the  availability  of  the  federal 
funds  due,  to  the  extent  of  53%  on  this  particular  project."   The  letter  also 
stated  "The  above  requested  transfer  is  temporary  in  nature  and  an  equal  amount 
will  be  transferred  from  the  Earmarked  Revenue  Fund  to  the  Revolving  Fund  prior 
to  the  close  of  the  fiscal  year." 
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As  of  June  30,  1969,  the  status  of  this  interfund  loan  was  as  follows: 

Date  Transaction  Amount      Balance 

November  27,  1967         Loan  $  50,000     $  50,000 

June  18,  1968  Repayment  6,000       44,000 

June  23,  1969  Repayment  5,000       39,000 

The  amount  was  not  paid  off  as  stated  in  the  letter  to  the  controller 
because  of  an  unexpected  decrease  in  aviation  fuel  tax  revenue  to  the  Earmarked 
Revenue  Fund.   The  $39,000  balance  of  this  interfund  loan  is  not  recorded  in 
the  commission's  general  ledger  as  of  June  30,  1969.   As  previously  stated, 
proper  governmental  accounting  requires  that  each  fund  be  accounted  for  as  a 
separate  accounting  entity.   Such  interfund  loans,  therefore,  must  be  shown 
in  the  books  of  account,  even  if  both  funds  involved  are  administered  by  the 
same  agency. 

The  commission  deposits  its  revenue  collections  from  state  airport  operations 
to  the  Revolving  Fund  account  and  appropriations  for  support  of  the  state  airport 
operations  are  made  from  this  account.   We  cannot  see  any  significant  advan- 
tages of  having  a  Revolving  Fund  to  account  for  the  state  airport  operations. 
We  believe  there  would  be  adequate  control  and  information  if  the  commission 
retained  its  present  program  accounting  and  revenue  account  classification  for 
state  airport  operations  but  do  so  within  the  commission's  Earmarked  Revenue 
Fund  account.   This  would  require  less  accounting  work  on  the  part  of  both 
the  commission  and  the  State  Department  of  Administration. 

RECOMMENDATION 

We  recommend  that   the  commission: 

1.      Record   the  interfund   loan  balance  of  $29,000  in  its  books  of 
account  for  each  fund  involved. 

-10- 


2.      Consider  requesting  the  elimination  of  its  Revolving  Fund 

account  and  transferring  accounting  for  state  airport  operations 
to  its  Earmarked  Revenue  Fund  account. 

AVIATION  FUEL  TAXES 

The  major  source  of  revenue  for  the  commission  is  a  lc  per  gallon  tax 
on  aviation  fuels  sold  in  Montana.   This  tax  is  assessed  and  collected  by 
the  State  Board  of  Equalization  and  is  deposited  monthly  by  the  board  to  the 
commission's  earmarked  revenue  account.   For  the  fiscal  year  ended  June  30, 
1969,  aviation  fuel  tax  deposits  totaled  $280,664,  an  average  of  $23,388 
per  month. 

The  commission  receives  no  document  or  written  evidence  of  the  aviation 
fuel  taxes  collected  each  month  by  the  board.   The  only  notification  the 
commission  receives  of  the  amount  is  a  telephone  call  from  the  board  at  the 
end  of  each  month.   An  entry  is  made  in  the  commission's  books  based  on  this 
telephone  call  and  at  the  end  of  the  month  the  cash  account  is  reconciled 
with  the  state  controller's  reports,  verifying  the  accuracy  of  the  entry. 

Since  the  aviation  fuel  tax  is  the  principal  source  of  income  for  the 
commission,  we  believe  that  written  information  relating  to  this  income  should 
be  provided  to  the  commission  by  the  board  in  sufficient  detail  to  afford  a 
basis  for  evaluation  of  the  revenue.   Such  evaluations  could  consist  of 
estimating  future  revenues  and  the  effects  on  such  revenues  of  proposed 
legislation  or  other  economical  factors,  such  as  increases  or  decreases  in 
airline  service  in  the  state. 

The  commission  recently  suffered  a  substantial  decrease  in  aviation  fuel 
tax  revenues  due  to  the  closing  of  Glasgow  Air  Force  Base.   Aviation  fuel 
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taxes  for  the  past  four  years  are  summarized  as  follows: 

Fiscal  Year  Ended  June  30 


1966        1967        1968        1969 


Aviation  Fuel  Taxes  $671,005    $466,995    $570,688    $280,664 

The  1968-69  fiscal  year  was  the  first  year  fully  affected  by  the  closing 
of  the  air  force  base.   Aviation  fuel  tax  revenue  decreased  50.8%  from  the 
average  of  the  preceding  three  years.   We  are  informed  the  commission  has 
had  to  reduce  its  activity  in  several  programs  because  of  this  decrease  in 
revenue. 

RECOMMENDATION 

We  recommend  that  the  commission: 

1.  Request  the  State  Board  of  Equalization  to  furnish  a  detailed 
statement  of  aviation  fuel  tax  collections  each  month. 

2.  Accumulate  data  on  aviation  fuel   taxes  as   to   the  distribution 
of  collections  by  geographic  area,   payee,   or  other  appropriate 
classifications  in  order  to  properly  plan  and  budget  their 
operations . 

DEPOSIT  OF  RECEIPTS  FROM  FEDERAL  GOVERNMENT 

The  commission  receives  revenue  from  the  federal  government  for  airport 
projects  in  the  state  through  federal  grants  under  the  Federal  Airport  Aid 
Program  of  the  Federal  Aviation  Administration.   During  the  fiscal  year  ended 
June  30,  1969,  this  revenue  amounted  to  $20,046,  and  was  for  two  projects  as 
follows: 

West  Yellowstone  Airport  -  Apron  Project  $   4,518 

Philipsburg  Airport  15,528 

Total  $  20,046 
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The  commission  also  receives  federal  revenue  from  the  Veterans  Adminis- 
tration as  a  reimbursement  to  the  state  for  certain  expenses.   During  the 
fiscal  year  ended  June  30,  1969,  $3,066  was  received  from  this  source. 

The  commission  deposited  the  $4,518  received  on  the  West  Yellowstone 
project  and  the  $3,066  received  from  the  Veterans  Administration  directly 
as  revenue  to  its  Earmarked  Revenue  Fund  account  because  the  receipts  repre- 
sented reimbursement  of  costs  already  paid  out  of  this  account. 

The  Treasury  Fund  Structure  Act,  Title  79,  Chapter  4,  R.C.M.  1947, 
provides  that  all  moneys  received  from  the  federal  government  to  be  used 
for  the  operation  of  state  government  be  deposited  to  the  Federal  and  Private 
Revenue  Fund  and  all  such  moneys  which  the  state  is  to  disburse  to  local 
governments  be  deposited  to  the  Federal  and  Private  Grant  Clearance  Fund. 
In  addition,  Section  l-205(d)  of  the  State  Aeronautical  Regulatory  Act 
requires  that  all  federal  moneys  be  deposited  in  a  separate  account  within 
the  state  treasury.   The  purpose  of  each  of  these  provisions  is  to  properly 
identify  and  control  receipts  of  federal  grants  and  insure  their  proper 
disposition . 

RECOMMENDATION 

We  recommend  that: 

1.      The  commission  deposit  monies  received  from  the  federal 
government  to   the  appropriate  account  in  the  Federal  and 
Private  Revenue  Fund  or  Federal  and  Private  Grant  Clearance 
Fund  and  request  spending  authority  by  means  of  a  budget 
amendment. 
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2.     The  state  controller'  prescribe  procedures  for  state  agencies 
to  follow  when  they  are  required  to  expend  state  funds 
pending  federal  reimbursements . 


AIRPORT  DEVELOPMENT  LOANS  AND  GRANTS 


Loans 


The  commission  is  authorized  to  make  loans  to  local  airport  boards  for 
development  of  airport  projects.   As  of  June  30,  1969,  the  commission  had 
outstanding  58  loans  to  various  airport  boards  totaling  $1,234,574.   The 
loans  are  recorded  in  a  subsidiary  ledger  but  there  is  no  control  account 
in  the  general  ledger  with  which  to  balance  the  subsidiary  records. 

A  "loans  receivable"  account  should  be  included  in  the  general  ledger 
to  provide  accounting  control  for  such  a  substantial  asset,  which  should  be 
included  in  financial  statements  of  the  agency.   The  subsidiary  records  should 
be  reconciled  regularly  to  the  control  account  in  the  general  ledger. 

RECOMMENDATION 

Me  recommend  that   the  commission  establish  and  maintain  on  a  monthly 
basis  a  general   ledger  control  account  for   loans  receivable  and  the 
account  be  maintained  in  agreement  with  subsidiary  records  of  loans 
receivable . 

Grant  Loans 

The  commission  makes  grants  to  cities  and/or  counties  to  cover  part  of 
the  cost  of  constructing  airport  facilities  for  general  aviation  use.   The  city 
and/or  county,  under  this  program,  agrees  to  repay  the  commission  the  equivalent 
of  2  1/2  mills  based  on  the  local  high  school  district  value,  but  not  to  exceed 
$10,000  over  a  ten-year  period  for  their  share  of  the  project  cost.   The  balance 
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of  the  cost  becomes  a  state  grant  at  the  end  of  the  ten-year  repayment  period. 

We  do  not  believe  the  commission's  present  accounting  procedures  ade- 
quately record  the  transactions  relating  to  these  grant/loans.   No  general 
ledger  control  accounts  are  maintained  to  record  the  transactions.   The  extent 
of  the  recording  is  an  account  in  the  loans  receivable  register.   In  our  opinion, 
the  amounts  advanced,  as  well  as  any  assets  transferred  to  the  commission  under 
the  terms  of  the  agreement,  should  be  accumulated  and  accounted  for  in  the 
commission's  general  ledger.   By  the  terms  of  the  agreements,  a  grant  is  not 
considered  made  until  title  to  all  properties  involved  are  transferred  to  the 
commission  and  the  prescribed  amounts  are  repaid,  in  most  cases,  ten  years 
later.   The  assets  should  then  be  written  off  as  grants  in  the  year  that  all 
terms  of  the  agreements  are  met.   Also,  we  believe  that  since  the  general 
aviation  utility  airport  grant  program  is  one  of  the  means  through  which  the 
commission  "encourages  the  establishment  of  airports"  throughout  the  state, 
a  permanent  record  of  all  such  grants  should  be  maintained  by  the  commission. 

The  Aeronautics  Commission  also  encourages  the  continued  development  of 
a  statewide  system  of  airports  by  granting  to  a  community  or  county  or  airport 
board,  one-half  the  cost  or  $1,000,  whichever  is  lesser,  of  a  preliminary 
engineering  study  and  cost  estimate  lor  their  airport  project.   The  commission 
included  in  its  annual  report  as  of  June  10,  1968,  a  schedule  of  preliminary 
engineering  grants  made  since  the  inception  of  the  program  that  totaled  $45,832. 
However,  during  our  review  of  the  commission's  records,  we  noted  several  pre- 
liminary engineering  grants  in  the  detail  records  totaling  $7,800  but  which 
were  not  included  in  the  annual  report.   This  points  out  the  need  for  an 
accurate  record  of  all  preliminary  engineering  grants. 
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RECOMMENDATION 

We  recommend  that: 

1.  Grant   loans  for  general   aviation  utility  airport  projects, 
as  well  as  any  assets    transferred  to   the  commission  pursuant 
to  a  project  agreement,   be  recorded  in  general    ledger  control 
accounts  and  adequate  supporting  subsidiary  records. 

2.  An  accurate  premanent  record  be  maintained  for  all  grants 
made  by  the  commission. 

STATE  AIRPORT  OPERATIONS 
General 

The  commission,  under  Section  1-401,  R.C.M.  1947,  has  the  statutory 
authority  to  construct  and  maintain  state-owned  airports.   Such  airports  are 
normally  confined  to  strategic  locations  due  to:   an  aviation  traffic  need; 
adjacent  to  recreational  areas;  an  emergency  value  due  to  a  critical  location 
on  a  high  use  VFR  flight  route;  or  a  location  of  convenience  and  necessity 
lending  accessibility  to  an  area. 

These  projects  may  be  completed  solely  on  a  state-financed  basis  or  in 
conjunction  with  the  Federal  Aviation  Administration,  another  federal  agency, 
a  local  airport  board,  or  other  governmental  bodies.   All  engineering,  con- 
struction, contracting,  inspection,  ownership,  and  costs  of  administration 
are  under  the  jurisdiction  of  the  commission. 

Since  the  state  airport  program  was  implemented  in  1957,  14  projects 
have  been  initiated. 

During  our  examination  of  this  area  of  the  commission's  operations,  we 
noted  several  weaknesses  in  controls  over  assets  and  revenues  where  be  believe 
improvements  can  be  made. 
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West  Yellowstone  Airport  Management  Fees 

The  commission  has  an  agreement  with  the  general  aviation  operator  at 
the  state's  West  Yellowstone  airport  which  provides  that  the  operator  designate 
an  employee  to  act  as  airport  manager  at  the  airport.   The  agreement  further 
provides  that  the  commission  pay  the  operator  for  the  airport  management  services 
subject  to  an  annual  maximum  of  $1,212  but  that  the  maximum  limitation  may  be 
exceeded  by  mutual  agreement  if  conditions  so  require. 

Each  year  since  inception  of  the  agreement  in  1965,  payments  for  the 
airport  management  services  have  been  in  excess  of  the  annual  maximum  prescribed 
in  the  agreement  by  amounts  ranging  from  $157  in  1965  to  $2,551  in  1969.   The 
commission  does  not  have  any  written  agreement  for  payments  in  excess  of  the 
contract  limitation  nor  do  the  records  refer  to  any  verbal  agreement  to  this 
effect.   If  the  commission  believes  the  services  being  provided  should  be 
compensated  above  the  maximum  prescribed  by  the  contract,  the  basis  for  and 
authorization  for  such  excess  payments  should  be  set  forth  in  writing. 

RECOMMENDATION 

We  recommend  that   the  justification  and  authorization  for  payments  by 

the  commission  for  state  airport  management  services  beyond  coyitract 

limitations  be  acknowledged  in  writing. 

Control  of  Rental  Income 

Many  leases  entered  into  by  the  commission  for  rental  of  state  airport 
facilities  require  rental  payments  by  lessees  based  on  operations,  such  as 
percentage  of  gross  income  or  per  unit  charges.   Not  all  of  the  leases  require 
sufficient  information  to  be  filed  with  the  commission  to  determine  that  the 
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correct  rental  is  paid.   The  commission's  collection  procedures  require  only 
that  a  form  designed  by  the  commission  be  filled  out  by  the  lessee  and  the 
rental  payment  is  based  on  such  information  furnished  by  the  lessee.   In 
short,  the  lessee  is  on  the  "honor  system"  for  his  rental  payments.   In  some 
lease  agreements,  the  commission  reserves  the  right  to  audit  the  lessee's 
records,  however,  no  audits  have  yet  been  made  by  the  commission.   We  believe 
that  whenever  rental  payments  are  based  upon  operations  current  financial 
statements  should  be  required  of  all  such  lessees  and  the  right  to  audit  the 
lessees'  records  should  be  reserved  by  the  commission  as  terms  of  such  lease. 
The  commission  should  then  audit  the  lessees'  records  to  determine  that 
correct  rental  payments  are  being  made. 

RECOMMENDATION 

We  recommend  that: 

1.  Financial  statements  of  the   lessee  be  required  to  be  filed 
with  the  commission  on  a  current  basis  in  all   leases  in 
which  rental  payments  are  based  upon  operations. 

2.  The  right  to  audit  the   lessees'  records  be  reserved  by  the 
commission  as  a  term  of  the    lease. 

3.  An  audit  of  lessees'  records  be  made  periodically  by   the 
commission. 

Equipment  Received  in  Lieu  of  Rentals 

For  the  past  five  years,  pursuant  to  a  lease  agreement  for  the  airport 
restaurant  at  the  West  Yellowstone  terminal  building,  the  commission  has 
received  a  20%  interest  each  year  in  restaurant  equipment  purchased  and 
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installed  by  the  lessee  in  lieu  of  rental  payments.   This  interest  in  restau- 
rant equipment  has  not  been  recorded  in  the  commission's  "inventory  book." 
The  value  agreed  upon  in  an  agreement  for  the  equipment  was  $7,005.   As  of 
June  30,  1969,  the  commission  had  a  90%  interest  in  the  equipment  at  the 
West  Yellowstone  Airport. 

The  more  appropriate  method  of  handling  the  transaction  would  have  been 
for  the  commission  to  purchase  the  equipment  from  its  appropriation  and  collect 
the  rental  fees  from  the  lessee.   This  would  have  resulted  in  much  more  control 
and  informative  records. 

RECOMMENDATION 

We  recommend  that  the  commission  ' s  interest  in  restaurant  equipment 

at  the  West  Yellowstone  state  airport  be  recorded  in  the  commission' s 

fixed  asset  records. 

REGISTRATION,  LICENSING,  AND  ENFORCEMENT 

The  commission  is  authorized  by  the  "State  Aeronautical  Regulatory  Act" 
to  require  annual  registration  of  various  individuals,  organizations,  and 
aircraft  operating  in  the  field  of  aeronautics  in  Montana.   Other  sections 
of  the  act  require  that  certain  of  these  individuals  and  organizations  be 
licensed  by  the  commission  before  they  may  operate  in  the  state.   The  com- 
mission has  set  forth  in  its  regulations  definite  procedures  for  such  re- 
gistrations and  licensing.   The  fee  prescribed  for  most  of  these  registra- 
tions is  $1  annually.   Also  included  in  the  regulations  are  references  to 
Section  1-503,  R.C.M.  1947,  which  provides  that  "Any  person  violating  the 
provisions  of  this  act,  or  any  of  the  rules,  regulations  or  orders  issued 
pursuant  thereto,  shall  be  guilty  of  a  misdemeanor  .  .  ."  and  sets  forth 
the  penalty  therefor. 

The  commission  is  not  enforcing  these  laws  and  regulations  as  pointed 
out  by  the  following  comments. 
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The  Federal  Aviation  Administration  compiles  a  register  listing  all 
residents  of  Montana  holding  airman's  (pilots)  certificates.   This  register 
contains  a  listing  of  4,885  airman's  certificates  issued  to  residents  of 
Montana.   The  commission  has  3,079  pilots  registered,  representing  only  62% 
of  the  4,885  airman's  certificates  in  the  FAA  register.   Even  though  all 
pilots  operating  aircraft  in  Montana  are  not  required  to  register  their 
certificates  with  the  commission  because  of  certain  exemptions  and  the 
fact  the  FAA  register  may  not  be  up  to  date,  it  is  obvious  that  many  pilots 
are  not  properly  registered  with  the  commission. 

Every  owner  of  civil  aircraft  within  Montana  is  required  to  register 
the  FAA's  certificate  of  registration  for  such  aircraft  with  the  commission 
annually.   The  FAA  aircraft  register  shows  that  there  were  1,937  aircraft 
domiciled  in  Montana  as  of  June  30,  1969.   Aircraft  registrations  with  the 
commission  totaled  1,473  aircraft  or  only  76%  of  the  number  shown  in  the 
FAA  register. 

The  commission  does  not  license  the  following  parties  as  is  required 
by  Sections  1-303  and  304,  R.C.M.  1947. 

1.  Airports  and  Restricted  Landing  Areas 

2.  Other  Air  Navigational  Facilities 

3.  Aeronautics  Instructors 

4.  Air  Schools 

We  believe  that  the  commission  should  reevaluate  statutes  and  regulations 
on  registration  and  licensing  and  either  enforce  them,  or,  if  the  present 
statutes  are  not  practical,  request  the  introduction  of  necessary  legislation 
to  establish  more  workable  aeronautics  laws  to  effectively  perform  its 
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regulatory  duties.   One  consideration  should  be  increasing  the  existing 
registration  fee  of  $1  to  a  level  that  will  pay  for  the  cost  of  the  regis- 
tration program. 

RECOMMENDATION 

We  recommend  that   the  commission  reevaluate   its  existing  statutes, 
regulations ,   and  procedures  relating  to  registration,    licensing , 
and  enforcement  program  or  propose  any  required   legislation  to 
enable   the  commission   to  properly  perform  its  regulatory  duties. 

RENTAL  OF  AIRCRAFT  TO  OTHER  STATE  AGENCIES 
Billing   Rates 

During  the  1968-69  fiscal  year,  the  commission  owned  three  aircraft; 
one  Beechcraft  65  "Queenaire",  a  Cessna  206,  and  a  Cessna  185.   The  "Queenaire" 
is  generally  considered  at  the  disposal  of  the  governor,  but  when  not  being 
utilized  by  the  governor,  it  is  rented  to  other  state  agencies.   The  Cessna 
206  is  also  rented  to  other  agencies  when  not  needed  by  the  commission.   The 
Cessna  185  is  generally  at  the  disposal  of  the  commission's  staff,  but  may 
be  rented  to  other  agencies. 

Our  analysis  of  gasoline  used  in  commission  aircraft  indicates  that 
about  27%  more  gasoline  is  actually  used  than  is  billed  for,  based  on  the 
rates  used  in  billing  other  agencies.   The  commission  does  not  maintain 
records  of  gasoline  used  in  each  plane.   The  figures  used  in  computing  the 
billing  rate  are  taken  from  aircraft  manufacturers'  manuals  and  are  not 
accurate  as  acknowledged  by  commission  personnel. 

We  believe  that  the  rental  of  aircraft  to  other  agencies  should  be  on  a 
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cost  reimbursement  basis  and  that  accurate  cost  records  should  be  maintained 
by  the  commission  for  rate  determination  purposes.  The  rates  should  then  be 
adjusted  to  make  them  commensurate  with  costs. 

RECOMMENDATION 

We  recommend  that   the  commission: 

1.  Maintain  records  of  gasoline  and  oil  used  by  each  aircraft 
as  well  as  for  maintenance  costs  for  each  aircraft. 

2.  Adjust  billing  rates  in  current  use   to  make   them  commensurate 
with  actual  costs. 

'6.      Periodically   in   the  future,    adjust  such  billing  rates   to 
keep   them  commensurate  with  costs. 

Use  of  Commission  Aircraft  by  Governor's  Office 

The  commission  furnishes  for  the  Governor's  Office  air  transportation 
by  Beechcraft  Queenaire.   It  has  been  the  commission's  policy  to  not  charge 
the  Governor's  Office  for  this  transportation.   The  commission  has  furnished 
such  air  transportation  for  the  governor  since  1962,  when  a  former  governor 
and  five  other  Montana  citizens  lost  their  lives  in  the  crash  of  national 
guard  aircraft,  then  utilized  by  the  governor  for  transportation. 

During  the  fiscal  year  ended  June  30,  1969,  the  Beechcraft  Queenaire 
was  flown  for  375.3  hours  in  total,  154.4  hours  or  about  41%  of  the  time  for 
the  Governor's  Office  on  a  non-reimbursable  basis. 

If  the  commission  had  billed  the  Governor's  Office  for  such  travel  at 
the  reimbursement  rates  charged  to  other  state  agencies,  it  could  have  billed 
$12,375  for  the  fiscal  year  ended  June  30,  1969. 
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We  believe  that  the  commission,  as  the  aeronautical  authority  in  Montana, 
should  provide  for  the  air  transportation  of  the  governor  on  official  business. 
However,  we  do  not  believe  that  such  transportation  should  be  furnished  without 
reimbursement  for  the  cost  of  such  services.   The  operations  of  the  commission 
are  financed  primarily  by  aviation  activities  through  a  one  cent  per  gallon 
license  tax  on  aviation  fuels  and  the  registration  fees  for  pilots  and  air- 
craft.  The  Governor's  Office  is  financed  primarily  from  General  Fund  appro- 
priations and  a  relatively  small  part  of  that  office's  functions  are  related 
to  aeronautics. 

RECOMMENDATION 

We  recommend  that   the  Governor1' s  Office  include  in  future  appropriation 
requests  sufficient  funds   to  pay  for  the  cost  of  air   transportation 
furnished  by   the  commission  and  reimburse   the  commission  for  such 
costs   in  the  future. 

OBSOLETE  AERONAUTICS  LAWS 

During  our  audit  and  discussions  with  agency  personnel,  we  became  aware 
of  several  terms  and  definitions  used  in  the  State  Aeronautical  Regulatory 
Act  which  are  obsolete  or  inadequate  by  today's  standards.   The  following 
are  examples: 

1.  Sections  l-702(f)(l)  and  (2)  define  "approach  zone"  and  "turning 
zone"  in  distances  which  do  not  accommodate  most  modern  aircraft  and  which 
do  not  conform  to  FAA  federal  air  regulations. 

2.  Section  1-201 (a)  creating  the  commission  requires  one  member  to  be 
appointed  from  Montanans ,  Inc.  Montanans ,  Inc.  is  now  known  as  the  Montana 
Chamber  of  Commerce,  but  the  term  has  never  been  changed  in  the  laws. 
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The  State  Aeronautical  Regulatory  Act  was  enacted  in  1945  and  has  been 
amended  in  parts  throughout  the  years  but,  according  to  agency  personnel,  the 
amendments  have  not  kept  pace  with  the  dynamic  field  of  aeronautics. 

The  act  itself  (Section  l-204[h])  gives  the  commission  the  authority 
to  "draft  and  recommend  necessary  legislation  to  advance  the  interests  of 
the  state  in  aeronautics  ..."   We  believe  that  the  commission  should  from 
time  to  time  review  the  aeronautics  laws  and  propose  changes  where  such  laws 
do  not  conform  to  present-day  standards. 

RECOMMENDATION 

We  recommend  that   the  commission: 

1.  Review  existing  aeronautical   laws  and  request   legislation 

to  bring  such   laws  into  conformance  with  present-day  standards. 

2.  Establish  a  program  for  review  of  aeronautical   laws  on  a 
regular  and  continuing  basis. 

CONCLUSION 

The  comments  and  recommendations  contained  in  this  report  have  been 
discussed  with  the  director  and  assistant  director  of  the  Montana  Aeronautics 
Commission.   We  wish  to  express  our  appreciation  to  them  and  to  their  staff 
for  the  cooperation  they  extended  during  the  conduct  of  our  work. 

Respectfully  submitted, 

Morris  L.  Brusett 
Legislative  Auditor 

May  28,  1970 
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EXHIBIT  A 


MONTANA  AERONAUTICS  COMMISSION 

ALL  FUNDS 

BALANCE  SHEET 

June  30,  1969 


Assets 
Cash  in  State  Treasury 
Total  Assets 


Earmarked 

Revenue 

Fund 


Revolving 
Fund 


Federal  and 

Private  Grant 

Clearance 

Fund 


$186,945 

$   8,045 

$  15,906 

$186,945 

$   8,045 

$  15,906 

Reserves  and  Fund  Balance 

Reserve  for  Encumbrances 

Fund  Balance  -  Exhibit  B 

Total  Reserves  and 
Fund  Balance 


$  29,889       $   5,372     $ 
157,056 2,673 15,906 

$186,945 $  8,045     $  15,906 
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EXHIBIT  B 


MONTANA  AERONAUTICS  COMMISSION 

ALL  FUNDS 

STATEMENT  OF  CHANGES  IN  FUND  BALANCE 

Fiscal  Year  Ended  June  30,  1969 


Fund  Balance,  July  1,  1968 

Additions : 

Revenues  -  Exhibit  C 

Interfund  Transfers 

Reserve  for  Encumbrances, 
July  1,  1968 


Earmarked 

Revenue 

Fund 

$148,793 


496,736 


65,435 


Revolving 
Fund 

$   4,005 


46,139 
5,000 


1,924 


Total  Balance  and  Additions   710,964 


57,068 


Federal  and 
Private  Grant 
Clearance 
Fund 

$    378 


15,528 


15,906 


Deductions : 

Expenditures  -  Exhibit  D 

Interfund  Transfers 

Reserve  for  Encumbrances, 
June  30,  1969 

Fund  Balance,  June  30,  1969 


519,019 
5,000 

29,889 
$157,056 


49,023 


5,372 
$   2,673 


$  15,906 
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EXHIBIT  C 


MONTANA  AERONAUTICS  COMMISSION 

ALL  FUNDS 

STATEMENT  OF  REVENUE 

Fiscal  Year  Ended  June  30,  1969 


Aviation  Fuel  Tax 

Repayments  of  Loans 

Interest  on  Loans 

Airport  Operations 

Federal  Grants: 

Airport  Development 

Evaluation  of  Educational 
Institutions 

Pilot  Registration  Fees 

Aircraft  Registration  Fees 

Air  Carrier  Fees 

Sale  of  Books,  Supplies,  Etc. 

Other  Income 

Total 


Earmarked 

Revenue 

Fund 

$280,664 

190,457 

6,895 


4,518 

3,066 
3,079 
1,473 
265 
4,004 
2,315 


Revolving 
Fund 


46,139 


Federal  and 
Private  Grant 
Clearance 
Fund 

$ 


15,528 


Total 

$280,664 

190,457 

6,895 

46,139 

20,046 

3,066 
3,079 
1,473 
265 
4,004 
2,315 


$496,736    $  46,139 


$  15,528 


$558,403 
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